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SUMMARY 


Current Trends 


For the first time since the postwar reconstruction period, Japan is 
confronted with widespread shortages of goods in the face of economic 
boom. Economic policies necessary to squeeze inflationary forces will 
inevitably require some degree of deflation. However, it is unlikely 
that Japan is on the verge of yet another typical recession. Inventories 
are low relative to sales and could well be built up, productive capacity 
is inadequate in many industries to meet current and prospective demand, 
aspirations for better housing remain unsatisfied, and desirable public 
works and welfare programs are being postponed. 


Domestic demand remains strong despite government policies of restraint, 
and the economy has been operating at the limits of its capacity since 
mid-year. Consumer spending, swelled by large increases in household 
income and rising aspirations, has eccelerated. Business fixed invest- 
ment has been spurred on by swelling orcers, shortages of manufacturing 
facilities as well as labor, and increased costs of meeting more stringent 
anti-pollution standards. Demand for better housing has maintained a high 
rate of residentiai construction. 


Growth in output has been unable to keep up with the rise in money demand. 
In fact, the pace of real GNP advance declined around mid-year due in part 
to temporary shortages of critical inputs like electricity, steel, plastics, 
etc., as well as to physical capacity limitations in several industrial 


sectors. By September, however, manufacturing production began to advance 
again. 


This tight supply situation and strong internal demand created upward 
pressure on domestic prices. The rate of inflation as yet has shown no 
signs of slackening. By the third quarter the annual increase of the GNP 
implicit price deflator was 12.6 percent compared with only 4.4 percent a 
year earlier. For 1973 as a whole, nominal GNP will be some 23 percent 
larger than in 1972. Advances in volume of output, on the other hand, 
will be substantially smaller. Wevertheless, real GNP should record an 
increase of about eleven percent this year, in contrast to a rise of 9.2 
percent during last year's cyclical recovery. 


Situation at Year-end 


Despite these strong trends, there are some signs that progressive tighten- 
ing of monetary policy since early this year, along with delays and post- 
ponements in public works projects, have created a more cautious attitude 
among businessmen. There has been growing concern that efforts tc halt 
inflation might ultimately plunge the economy into another recession, with 
the prospect of ‘stagflation’ next year. Following the imposition of 
severe restrictions on oil exports by Middle East countries, the economic 


prospects in Japan have become even more clouded. 





Japan is very heavily dependent on petroleum imports for its total energy 
supplies, so that cutbacks in oil supplies will impose limitations on 
further growth of industrial production in the immediate period ahead. 
Japanese industry, which consumes over 70 percent of all petroleum, cannot 
be sheltered from the main impact of an oil shortage. An across-the-board 
reduction of energy consumption has been imposed on all large industrial 
users. The prospect is for a decline in industrial production and perhaps 
even some decline in real GNP as long as Middle East supplies of crude oil 
are restricted. The government recognizes that shortages of certain 
products could create serious bottleneck problems for other industries. 

It will try to alleviate this and ensure supplies of consumer necessities. 


Outlook 


The outlook during the first part of 1974 is one of inadequate supplies in 
the face of strong demand. Even if normal flows of oil imports are resumed 
at an early date, the rate of real growth of the economy will be restrained 
by continuing shortages of labor and essential supplies and inadequate 
manufacturing capacity. Consequently, the increase in physical output is 
likely to fall short of the lonrer-term trend of 9-10 percent in the growth 
of capacity. The increase in recl GNP may be only 5 percent in 1974, and 
could be even less if there is a prolonged oil crisis. On the other hand, 
the growth of money wages and other income will be much less affected by 
the oil crisis. Therefore, nominal GNP may increase by 20 percent, in 
1974, only slightly less than the 23 percent rise this year. The rate 

of inflation will remain high but may begin to moderate slowly from the 
present rate. An anti-inflationary bucget for the fiscal year beginning 
April 1, 1974 appears likely. Severe limitations on the rise in govern- 
ment expenditure would remove one of the factors that contributed to the 
present inflationary situation, and would create better balance between 
aggregate demand and available supplies. 


The longer-term outlook is for an economy operating close to the limits 
of its available capacity in order to satisfy public aspirations. However, 


it is now recognized that to deal with inflationary pressures over the 
longer term additional measures may be needed. Proposals that are being 
considered include greater competition among business and removal of 
various cartel arrangements, elimination of retail price maintenance, 
further incentives to promote savings, and an incomes policy. Japan may 
also recognize that in seeking price stability, competition can be 


fostered by encouraging larger domestic sales of foreign manufactured 
goods. 


Prospects for exporting to Japan in 1974 remain very favorable. With 
strong demand and inadequate production there will be temporary shortages 
for a variety of industrial goods and materials. Japanese businessmen 
will look abroad, especially to the United States, to supplement domestic 
supplies. This should provide new opportunities to American businessmen 
for developing supplier relationships with Japan which could well extend 
beyond the current period of shortages. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Recent Indicators 


Spurred by heavy demand, industrial production scored strong gains in 
the early part of 1973. Rates of production and shipments steadied 
during the second and third quarters this year as a result of capacity 
limitations and various supply bottlenecks. Capacity utilization 
indices compiled by the Economic Planning Agency indicate that 
production rates in several industries, such as iron and steel, non- 
ferrous metals, ceramics, pulp and paper products and textiles, had 
reached or exceeded 100 percent by mid-1973. This situation, coupled 
with continuing heavy overall demand, stimulated growth in imports. 
Little relief can be expected on the domestic supply side until current 
investments in plant capacity come onstream over the next year. 


The index of industrial production (mining and manufacturing, seasonally 
adjusted) rose 6.7 percent during the first quarter 1973, a substantial 
17.3 percent increase over the corresponding first quarter level one 

year ago. The growth rate fell to 3.5 percent during the second quarter, 
with preliminary figures indicating an increase of only 1.9 percent 

during the third quarter. The index of shipments has shown similar 
reductions in the rate of increase during the same period. Beginning 

in August, after temporary shortages of water and electricity eased, 
production picked up again and advanced by 2.3 percent in the two 

months ending October. 


Inadequate capacity in many industries is due in part to the un- 
anticipated speed of the current cyclical recovery. Many raw materials 
and industrial goods are in short supply worldwide, but domestic 
productive capacity has increased more slowly than during previous 
recovery periods. In certain industries, such as iron, steel and petro- 
chemical industries, increases in production and investment were deferred 
by decisions of “recession cartels" and trade association agreements 

set up to deal with excess inventories and capacity during the last 
recession. Increased public concern over environmental pollution has 
severely hindered industries like electric power, iron and steel and 
chemicals in finding suitable locations for new plants. The situation 
was further aggravated this summer when lack of rainfall created 
shortages of electricity and industrial water which adversely affected 
production of steel and other materials. 


In view of the rapid cyclical recovery and the elimination of excess 
capacity, plans for new plant and equipment spending during the current 
fiscal year (April 1, 1973-March 31, 1974) have been revised sharply 
upward. For all industries in JFY 1973, new investment will be between 
21-26 percent higher than the level of JFY 1972. Investment in the 
manufacturing sector is expected to be up 29-34 percent, and in the 
non-manufacturing sector by 18-23 percent. These figures include 
amounts spent on pollution control equipment which are expected to 





rise by 52-55 percent and will represent between 9-10 percent of total 
investment expenditures. 


Increases in orders for machinery, a leading indicator of business invest- 
ment in equipment, confirm that plant and equipment spending is now rising 
rapidly. Following sharply higher increases recorded in the fourth quarter 
of 1972 and first quarter of 1973, machinery orders jumped by 13.6 percent 
during the April-June period this year. Preliminary figures for the third 
quarter indicate a temporary decline in orders of approximately 2.4 percent, 
but for the fourth quarter a record increase of 33.8 percent is predicted. 
Figures for October, show private machinery orders up 65.8 percent from 


September, and reinforce the expectation of a. strong fourth quarter invest- 
ment rate. 


Investment prospects for next fiscal year are for little if any increase in 
spending. The more pessimistic outlook of recent surveys reflects business 
expectation of even tighter monetary and fiscal curbs during JFY 1974. 
Those surveys project total JFY 1974 plant and equipment investment to be 
up by only 0-3 percent over this year. In the manufacturing sector spend- 
ing is forecast to decline 0-6 percent, while new outlays in the non- 
manufacturing sector are expected to be up 3-7 percent. 


Due to a rapid pickup in manufacturing shipments beginning late last year, 
inventories of finished goods (manufacturing) dropped by 1.5 percent 
during the fourth quarter 1972 followed by another sharp drop of 3.6 per- 
cent during the first quarter this year. The level of stocks, as measured 
by the index, was nearly 6 percent below levels of a year earlier. Some 
manufacturing sectors were able to build up their inventories and the 
overall index increased 1.6 percent in each of the second and third 
quarters this year. Within the manufacturing sector, finished inventories 
of iron and steel, chemicals and pulp and paper products decreased signifi- 
cantly during the past six months. Inventories of raw materials, both 
imported and domestic, have increased since early 1973. Nevertheless, 
relative to consumption, raw material inventories are about as low as 
during the peak of the last economic expansion. Stocks of finished goods 
this summer, relative to shipments, were well below those reached in the 
last two business cycles. The ratio recovered only slightly during the 
third quarter this year, despite a pickup in inventory investments. 


Personal consumption expenditure has continued to increase at a brisk pace 
this year. Demand, as measured by the level of all department store sales, 
jumped sharply in the fourth quarter 1972, recording a 19.2 percent 
increase over the same period one year earlier. The gain of 25.7 percent 
in January-March 1972 was followed by even larger increases of 27.1 per- 
cent and 27.8 percent in the second and third quarters of 1973, respectively. 
Gross national expenditure figures, seasonally adjusted, confirm the 
acceleration of consumer spending. Through November 2.73 million passenger 
cars were sold domestically, over 17 percent more than in the first eleven 
month of 1972. Family Income and Expenditure Survey confirms that con- 
sumption expenditure by worker households throughout Japan has shown very 





substantial increases during the first half of 1973. Higher wages, and bonus 
payments during 1973 have contributed to significantly larger purchases. 
Anticipation of higher prices in the months ahead along with fears of 
shortages on the part of consumers, may have stimulated buying and in some 
cases triggered further price increases. However, even though nominal 
expenditures have risen rapidly, consumption in real terms, as recorded 


in the GNP statistics is up only 8.4 percent over the third quarter of 
last year. 


Prices, Wages, Productivity and Profits 


Japan's wholesale price index was virtually stable for over 20 years. Since 
August 1972, however, it has risen at an accelerating rate and by October 
1973 it was 20 percent higher than the same month a year earlier. According 
to the Economic Planning Agency, three major factors have contributed to a 
structural change which has altered the former pattern of price stability. 
First, the elements of growth have begun to shift from export and capital 
investment to a more welfare-oriented demand, such as housing and infra- 
structure investment. These de-inand components are considered to be more 
susceptible to price increases. Second, a strengthening of those forces 

in the economy that tend to raise prices or prevent them from falling (e.g. 
"recession cartels") and a weaxening of incentives to hold down costs and 


prices. Finally, rising wages, no longer matched by productivity gains, 
and a labor shortage are likely to be a continuing influence on pricing 
decisions. Even in the more recent recessionary periods, wages have tended 
to fall only slightly or not at all, thus maintaining upward price pressure. 


Clear signs of the impact of this changing structure on pricing patterns 
began to emerge in late 1972 when sizable price increases were recorded in 
textile goods, timber and wood products and non-food farm products. During 
the first quarter of 1973, however, prices increases spread to a much wider 
range of commodities. While month-to-month increases in the WPI eased in 
April, they accelerated again during the summer. By October the monthly 
increase had reached 2.0 perczut and the annual increase amounted to 20.2 
percent -- the biggest since the end of World War II. 


A tight supply situation, especially bottlenecks in the steel and chemical 
industries, and high and rising level of money income have both contributed 
to recent price developments. Inflation abroad and sharply higher prices 
of many foreign raw materials and other imported goods also had an impact 
on the Japanese domestic price level. Preliminary calculations by the Bank 
of Japan indicate that as recently as October such “imported inflation" 
accounted for about 20 percent of the month-to-month rise in wholesale 
prices. 


Consumer prices have also climbed sharply but only since the beginning of 
this year. By November the consumer price index registered an annual gain 
of 14.8 percent as compared to only 4.5 percent during 1972 and 6.1 percent 
in 1971. Prices for all major components of the CPI rose during the third 
quarter, with food (up 3.0 percent), housing (up 2.5 percent) and clothing 





(up 4.6 percent) showing the sharpest gains. Proposed hikes in electricity, 
gas, railroad and other public utility charges, along with previous and 
prospective increases in prices at the wholesale level, will push the CPI 
even higher in coming months. This price spiral has led to labor demands. 
for an additional “inflation bonus" this year-end. 


The rise in wholesale prices has in turn had a very sharp impact on the 
level of export prices, to some extent eroding Japan's competitiveness in 
the world market. All components of the export price index have risen 
since March, pushing the index up by 11.1 percent during the second and 
third quarters. This compares with an increase of 10.4 percent recorded 
in the WPI over the same period. The import price index has shown an even 
sharper increase of 15.3 percent during the April-September period. Much 
of that rise, however, was confined to the raw materials sectors and was 
primarily related to worldwide shortages of some commodities. As a result, 
the yen revaluation undertaken early this year has done little to offset 
rising prices of imported goods and domestic inflationary tendencies. 


Wage increases won during the spring labor offensive, effective April 1 

in the private sector, averaged 21 ;ercent. They were somewhat less, 17.5 
percent, for government ccrpcrations and enterprises, and were 18.4 percent 
for civil servants. Year-end bonuses paid by the private sector average 
about 25 percent more than last year, averaging about $860 for large firms 
and $570 for smaller ones. Average annual wages in Japan at the current 
exchange rate amount to over $4,700, including the large summer and year- 
end bonuses which are considered an integral part of cash earnings in 
Japan. The index of unit labor costs declined in the early phase of the 
cyclical recovery as is generally the pattern. However, after the spring 
wage offensive, the seasonally adjusted index has been rising slowly, in 
contrast to previous boom periods. By the third quarter, the index was 20 
percent above the average 1970 level. Demand for labor remains strong. 
Job offers continue to exceed applicants in the nation's public employment 
exchanges, and unemployment remains low at less than 1.2 percent of the 
labor force. 


Corporate sales and profits have risen considerably in the most recent 
April-September 1973 accounting period. This follows substantial increases 
in both sales and profits during the two previous semi-annual periods. A 
survey of 539 large corporatious indicates that sales were up 16.4 percent 
over the previous six-month period, with post-tax profits up an impressive 
24.0 percent, only one percent less than the similar figure registered 
during the October 1972-March 1973 period. Such large profit increases 
over a twelve month veriod have not been recorded since 1966. The ratio 
of profits as a percent of sales have also recovered from the recession. 
In the first quarter of 1973, the latest figures available, they were 5.6 
percent for industry as a whole and 8.2 percent for manufacturing cOrpo- 
rations. 


Top executives polled in a September survey, however, generally believed 
that sales and profits would turn down, perhaps sharply, following the 
end of 1973. They cited shortages of both industrial and raw materials, 





lack of availability of labor and higher wage rates, tight money and the 
necessity of larger outlays for pollution control investments as major 
factors influencing their outlook. In addition, the increasing concern 
over the seriousness of the energy crisis has further reinforced this 
general fear of a serious economic slowdown, or possibly even recession, 
as the economy moves into 1974, 


Monetary and Fiscal Restraint 


Measures to restrain the economy were introduced in early January and have 
been progressively tightened. The discount rate has been raised four times 
to 7 percent in lete August from 4.25 percent prevailing until April. 

Reserve requirements ageinst bank deposits, a seldom-used policy instrument, 
were raised four times this year. Growth in bank loans has been increasingly 
restricted each quarter through direct “window guidance" by the Bank of Japan. 
Those measures were extended to include not only the big city banks, but 

also trust banks, long-term credit banks, saving banks, and the local banks. 
Rates paid on deposits, rates cherged cn loans and bond yields have all 
increased during the year. All of these heve had an impact on the rate of 
growth of the monetary ageregetts. The increase in loans in October over 

a year earlier dropped below 2¢ percent in comparison with increases of 


over 25 percent during the fi.st four months of this year. The seasonally 
adjusted money supply has remained relatively stable since April with 
demand deposits, however, shoving some decline and the smaller currency 
component continuing to record rapid increases. 


These policy measures provec insufficient to curb the strong inflationary 
forces. Therefore, at the end of August the Cabinet instituted additional 
price stabilization measures. It postponed up to ¥700 billion of public 
works expenditures already budgeted for JFY 1973, a 40 percent cutback in 
the increase in public works spending voted in the General Account Budget 
and the Fiscal Loan Investment Program. New private non-residential 
construction was restricted through direct administrative guidance, and 
certain products in short supply were allocated by the government to final 
users. Terms for installment loans on automobile purchases were also 
tightened. In formulating next year's budget, the new Finance Minister 
Takeo Fukuda has said thet the highest priority would be given to anti- 
inflationary measures. 


Unlike domestic credit policies, the government has encouraged considerable 
expansion of credits to foreigners in the hope of making Japan an important 
international financial market. Foreigners are permitted to sell and list 
their stocks on the Tokyo stock market, arrange bank loans and issue bonds, 
and sell foreign investment trusts (mutual funds). Following liberalization 
of investment abroad in 1971 and J972, net outflows of long-term capital 
grew substantially and reached the record level of $7.4 billion during the 
first ten months of 1973. In previove years, lending abroad was primarily 
in the form of long-term export credits. More recently, however, Japanese 
have acquired large amounts of other types of foreign assets, namely, 
portfolio investments such as foreign securities and mutual funds, dollar- 





denominated term loens, and new issues of foreign bonds, purchased mainly 
by banks and other Capanese financial institutions. In the first ten 
months of 1973, net investment in foreign securities totaled $1.6 billion, 
up dramatically from less than $100 million recorded during the same 
period one year earlier. In addition, loans abroad totaled $2.44 billion 
through October this year, representing an increase of nearly 100 percent 
over the figure for January-October 1972, In many cases such investments 
were financed from the proceeds of short-term borrowing in the Eurodollar 
and other markets. As a result of this significant increase in activity, 
most of the major U.S. and European investment banking houses have 
established representative offices in Japan and are playing an important 
role in arranging and facilitating many of these financing transactions. 


Direct investment in Southeast Asia, Europe, the United States and South 
America has also been increasing quite rapidly of late, while there has 
been some falloff in long-term export credits. For the first ten months 
of 1973, net direct investment abroad has totaled $1.57 billion. This is 
approximately a fourfold increase over the similar level of last year. 


Foreign investment into Japan, on the other hand, had been highly restricted 
through imposition of tight exchange contrcls. In April direct investment 
in Japan was substantially liberalized. More recently other restrictions 
such as foreign purchases of Japanese stocks and bonds, holdings of the yen 
proceeds of foreign bond issues, and holdings of "free-yen" deposits have 
been eased. Further liberalization is likely in the period ahead in order 
create a better balance between capital outflows and inflows and ease 
pressures on the exchange rate and official reserves. 


Balance of Payments 


Enormous net outflows of capital amounting to $4.2 billion the first ten 
months of this year were one of the noteworthy changes in Japan's balance 
of payments position. The other was a sharp reduction in the surplus on 
the trade and current account which moved into virtual balance. These two 
factors not only eliminated Japan's large payments surpluses, which had 
persisted through 1972, but created a large deficit. 


The deficit this year was financed by a $4.2 billion decline in holdings 
of official reserves, even though the yen had been permitted to float in 
the exchange market since February. At that time, following the second 
dollar devaluation, the yen rose from ¥301 per dollar to about ¥265 per 
dollar. However, in early November the yen dropped to ¥280 per dollar 
in exchange markets. The government, in an effort to ease pressure on 
both the exchange rate and official reserves, then loosened some of its 
tight exchange controls. 


Japanese purchases of long-term foreign assets rose to a monthly average 
amount of $750 million in the third quarter. Factors influencing those 
investments were described above. Foreigners, on the other hand, have 

been substantial net sellers of long-term investments in Japan, particularly 





securities, during most of this year. Demand for Japanese securities may, 
however, revive following recent removal of many of the restrictions 
against fcreign portfolio investments in Japan and other exchange control 
measures. Total net outflows of capital in long-term form in the first 
ten months amounted to $7.4 billion compared with $4.5 billion in 1972 and 
only $1.1 billion in 1971. A substantial portion of this year's portfolio 
investments, especially those made by Japanese banks, was financed by 
borrowing funds abroad at short term. This amounted to $3 billion during 
the first ten months. Other short-term borrowing abroad, primarily 
traditional trade credits extended by foreign exporters, amounted to $2.5 
billion. These amounts almost equal the outflow of unrecorded funds, 
primarily an unwinding of leads and lags, most of which occurred after the 
yen was floated. 


The sharp reversal in the current account, from progressively larger 
surpluses, reaching $6.7 billion in 1972, to virtual equilibrium in 
January-October 1973, was confined chiefly to the trade account, although 
the annual deficit for services end trensfers is approaching $3 billion. 
Japan's enormous trade surplus, reaching $9 billion in 1972, began to 
shrink rapidly and will be oniy one-third as large this year. The balance 
moved temporarily into deficit duriag August, on a seasonally adjusted 


basis, but in the following two months returned to a surplus of $2.9 
billion at annual rates. 


Merchandise exports measured in dollars rose rapidly in the latter part 

of 1972 but leveled out in the early months of 1973. Since mid-year there 
are signs of renewed growth, and on a seasonally adjusted basis are currently 
at an annual rate of $39 billion. Part of the recent gain is due to price 
increases. The export price index, based on yen contracts, rose 8.1 percent 
from June to October. Exports to the United States, Japan's largest trading 
partner, have increased relatively little this year. Exports to Southeast 
Asian countries and Western Europe are up about 40 percent over a year ago. 
Export gains are heavily concentrated in machinery, especially ships, and 


in iron and steel. Exports of textiles, except those of synthetic fabrics, 
have declined. 


The value of imports has increased about two-thirds over last year. In the 
past three months it has leveled out at an annual rate of $36 billion. A 
substantial portion of the rise over last year is due to sharply higher 
foreign prices for most raw materials. Nevertheless, import volume is up 
sharply, as a result of the booming economy and tight supply conditions in 
Japan. Imports from Korea, Taiwan and Hong Kong have more than doubled, 
those from Western Europe are up 59 percent and those from the United States 
are up 54 percent. Japan has relied heavily on U.S. supplies for increased 
imports of foodstuffs, raw cotton and certain other raw materials. The 
trade surplus with the United States in the first ten months has declined 
to $1.3 billion from $3.5 billion in the same period last year, according 
to U.S. statistics. 





IMPLICATIONS FOR THE UNITED STATES 


U.S. Export Prospects 


A series of recent developments and continued trends combine to increase 
significantly the potential for U.S. exports to Japan. Primary among 
these are rising wages and material costs in Japan, shortages of labor 
and industrial sites, coupled with the increased competitiveness of U.S. 
products resulting from the past currency realignments. Recent internal 
developments have intensified Japanese demand for labor-saving equipment 
and technology. Machinery and equipment represent 20 percent of imports 
from the United States. 


U.S. firms should find excellent prospects in areas such as: computer 
hardware and software, numerical control machine tools, hydraulic process 
control equipment, advanced materials handling equipment, automatic assembly 
lines, automated warehouses, advanced food packaging and cold chain equipment. 


Japan's changing labor conditions give added impetus to a continuing trend 
away from lablr-intensive industries and toward high-technology areas. 
Inasmuch as U.S. industry is particularly competitive where high technology 
is concerned, on both a technological and price basis, opportunities for 
U.S. exports are excellent in such fields as: data communications equip- 
ment, mini-computers, analytical and testing instruments, electronic com- 
ponents, metallic powder processing equipment, and vending machines. 


Shortages of industrial raw materials are currently a serious concern to 
Japanese industry. In some cases they will offer new or improved export 
opportunities even over the longer term to U.S. firms able to meet these 
needs. Examples of short-supply items include: such petrochemical 
products as certain types of PVC and ABS, logs and lumber, paper, certain 
electronic components, certain automotive parts, ferrous scrap, aluminum 
ingot, and caustic soda (high grade). The current petroleum shortages 
will tend to exacerbate these supply problems and may well result in 
increased Japanese demand for both partially processed petrochemical 
materials and finished products incorporating these materials. Although 
many of the same items are in short supply in the United States as well, 
some of the above may offer export possibilities. 


Japan's dependence on imported energy, although a problem of long standing, 
will attract increased attention in the future. U.S. export opportunities 
that could contribute to needed solutions in this area include: oil and 
gas pipeline equipment and related technology, liquification and de- 
liquification equipment and technology, nuclear power generation equipment, 
and total energy systems. 


Pollution continues to be a problem in Japan, with the Japanese Government 
taking positive steps toward environmental protection. In addition to 

requiring additional equipment, these anti-pollution measures have in some 
cases (e.g. the pulp and paper industry) resulted in drastic consolidations 





and shifts in product =.x. Moreover, higher capi’:al investments have 
hindered certain industries from increasing capacity fast enough. U.S. 
export opportunities abound in this area in general, and particularly 
in air and water pollution-monitoring and control equipment. 


Another trend in Japan which bodes well for U.S. exports is the average 
Japanese citizen's quest for a "quality of life’ that reflects more 
adequately the economic wealth of Japan. Included in this are consumer 
goods, infrastructure-related equipment and, of course, tourism. 


Japanese demand for imported consumer goods is supported by a high and 
rising real income and a desire to more fully enjoy a growing amount of 
leisure time. These factors, combined with a desire for top quality, 
imported consumer goods, provide excellent possibilities for U.S. exports 
of a very wide range of products, such as household appliances, sporting 
and leisure-time equipment, automotive accessories, textiles and apparel, 
and smaller sporty U.S. automobiles. The number of Japanese outlets of 
U.S. retail establishments continues to swell, as does the interest in 
U.S. franchising. 


A strong concern for social welfare is reflected in the relatively new 
emphasis accorded to this sector by the Japanese Government. Translating 
this change in Japan's priorities into U.S. export opportunities, the 
following are considered particularly promising: computer aided educational 
aids, medical engineering equipment, sewage cleaning plants, incinerators 
and garbage collection and disposal systems. 


The United States is an important and dependable supplier of a wide variety 
of agricultural commodities. In the six months period ending September 
imports amounted to $1.4 billion, an increase of 125 percent in value over 
the same period in 1972. While prices were higher, volume was also up 

very substantially - 41 percent - in part because of reduced supplies 
available in other markets. Feedgrains, soybeans and meat have been in 

the forefront of this increase. Exports of U.S. agricultural products 
should continue at a high level in 1974. 
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